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MAGNA ELECTRONICS COBEOR TION LIMITED 4 


and its subsidiary companies 


To the Shareholders: 


The fiscal year ended July 31, 1970, marked 
the 21st anniversary of the founding of the 
original Magna Electronics from which your 
present company has grown. 


Despite difficulties imposed by the general 
economic slowdown, sales were the highest in 
the company’s history. Sales for the period were 
$9,935,000, a 45% increase over the previous 
high of $6,845,000 in the preceding year. Profit 
from operations rose from $257,353 in 1969 
to $328,959 this year. However, extraordinary 
items reduced the company’s net profit for the 
year from 63.9¢ to 4.1¢ per share, compared to 
56.7¢ in 1969. 


The extraordinary items included provision 
for a loss sustained on investment in and ad- 
vances to Digital Systems Associates Limited, 
an Ottawa-based computer company, acquired 
in 1969. The investment write-off in Digital 
Systems Associates is in two forms: cash ad- 
vances for working capital totalling $145,000 
and capital investment, including the issuance 
of 10,000 Magna treasury shares valued at the 
time at $150,000, plus other capital charges 
totalling $205,000. The write-off of treasury 
shares does not, of course, constitute a charge 
on your company’s working capital, as do the 
other items. A positive extraordinary item was 
the receipt of a Government research and de- 
velopment grant of $53,380 for process im- 
provement in the Magna Electronics Division. 


Digital Systems Associates and our invest- 
ment were caught by the 1969-70 slowdown in 
the Canadian computer industry and, in par- 
ticular, by the sharp cutback in government 
spending in this area on which Digital Systems 
Associates depended. As prospects remain un- 
certain, your company decided to write-off the 
investment rather than to risk further advances. 
The write-off does not strain our working capi- 
tal position, nor in any way affect our ability to 
meet debenture interest requirements. 


Adverse economic conditions in Canada 
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American original automotive parts market 


Magna’s major income producer. Sales by the 


(470) 


and the U.S., along with the long General 
Motors strike which delayed production of 
1971 model vehicles, have held both sales and 
profits below expectations. Unaudited results 
for the first quarter ended October 31, 1970, 
show sales of $2,368,107, compared to sales of 
$2,642,570 during the same period of 1969. ie 

Your directors are optimisticthat automotive | | 
group Sales will resume their momentum during 
the current second quarter. aa 


The Multimatic group of companies, which = |_— 
mafintactes Exe or aaa eros ael Bee. 
for the automotive industry, continues to be | 
group for the 1970 fiscal year were approxi- . 
mately $6 million. Based on orders in hand and | 
an improved outlook for North American auto © 
producers, it is expected that automotive sales _ 
for the current year should reach $6.5 million, = | 
allowing for the reduction in GM business. 


An established reputation for quality and a Bis. 
strong marketing organization have enabled = ||— 
your company.to increase its share of the North 


mainly through widening the range of products 
manufactured. 


The group is concentrating heavily on cold 
rolled and stamped automotive trim parts. It ag 
now consists of four coh nial anise teen a i 
motive Industries Ltd., Unimatic Ltd., Speedex . 
Manufacturing Ltd., and Hy-Prod Ltd., all located 
in the greater. n addition, Motor 
Specialty Ltd., in_C Cooksville, produces_pistons——_ 
and a new proprietary oil strainer. . 


A new 30,000-square-feet Deco plant was” 
completed in October and will produce roll 
form sections such as wheel opening mouldings, 
exterior and interior mouldings and drip mould- 
ings from stainless steel, aluminum, cold rolled 
and galvanized steel. 
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The new facility was constructed in order to 
meet anticipated production demands for the 


1971 automobiles. Additional expansions were 
made at the Unimatic and Motor Specialty 
plants. 


The Electronics Division, once Magna’s major 
source of profits, has been experiencing lower 
sales and reduced profitability as a result of the 
continuing slow-down in the U.S. aerospace 
industry and reduced defence spending. Your 
company continues to secure a fair share of 
United States’ avionics business. 


An important part of the Electronics Divi- 
sion’s operation, and one that makes your com- 
pany unique in Canada, is the recently-expanded 
beryllium machining facility. Beryllium, a metal 
with properties of great strength, light weight 
and high heat resistance, is being increasingly 
used in the aircraft, aerospace and electronics 
industries. Magna Electronics is one of the half- 
dozen companies in North America equipped 
to machine and tool the metal. Prospects for 
growth in this area appear good. 


The Verral Division, which fabricates metal 
and sheet metal, continues to operate profitably 
on a mixture of commercial and defence sales. 
A substantial portion of Verral’s facilities have 
been relocated in the Electronics Division’s 
Birchmount Road plant, enabling the Bellamy 
Road facility to be closed. Further steps aimed 
at preserving our capability while reducing 
overheads during the aerospace and defence 
famine, will be taken if necessary. 


ACQUISITIONS 


Subsequent to fiscal 1970 Magna acquired 
Unimade Industries Limited,a company engaged 
in structural steel fabrication for the construc- 
tion industry. Purchase price was $120,000 cash 
and 42,000 treasury shares. The company, lo- 
cated in Concord, Ontario, has been in operation 

- for only three years. During this time sales have 
increased from $400,000 in 1967 to $1,059,000 
in 1969. Sales during the first six months of 1970 
are approximately 40% higher than those of the 
comparable period of 1969. 


Additional Magna treasury shares up to a 
maximum of 26,035 may be issued if Unimade’s 
pre-tax profits exceed a total of $250,000 for the 
next three years. Your directors are satisfied that 
profit contributions of this order will fully justify 
the acquisition price. 


MANAGEMENT 


During the past fiscal year functions of the 
management core were redefined and strength- 
ened and personnel changes were made at the 
upper and middle management levels. A new 
second level of command within your company 
has now been established. 


The new management structure includes 
Frank Stronach as executive vice-president; 
Murray Kingsburgh as vice-president, finance; 
Wallace Irwin, vice-president, sales; and Helmut 
Holfmann, vice-president, manufacturing. Other 
internal changes involved the appointment of a 
new manager for the Electronics Division and 
the hiring of a highly qualified chief engineer. 


Like most manufacturing companies, Magna’s 
profitability is susceptible to downturns in the 
general economy and to contractions and labor 
disruptions in the specific areas in which we 
work. Nevertheless, our performance so far in 
the current fiscal year, under very adverse con- 
ditions, is such that your directors have confi- 
dence in maintaining continuity of growth, 
particularly through broadening of our product 
range. 


On behalf of the board, | would like to 
extend thanks to all our employees for their 
loyalty and hard work, both essential factors in 
your company’s progress. 


On behalf of the board, 


Jone Ke ze 


John O. McCutcheon Burton Pabst 
Chairman of the Board. President. 


Toronto, Ontario, December 29, 1970 


MAGNA ELECTRONICS CORPORATION LIMITED 


(Incorporated under the laws of Ontario) 
and its subsidiary companies 


CONSOLIDATED BALANCE SHEET July 31, 1970 


(with comparative figures July 31, 1969) 


ASSETS 


1969 
CURRENT ASSETS: 


Cash.and' short term, deposits. cca tts Scale os Cee enero alae eae era § 879 4 $ 629,716 


Accounts receivables os nas arenes setae (echoes Staph d wemcn i eo aes Sea pce ean 1480859 1,227,397 
Inventories, valued at the lower of cost or net realizable value 2A, ) 1,290,739 
Prepaid expenses .. ; o 82,741 


Total current assets / 3,230,593 


INVESTMENTS, AT COST: 
Advance to Digital Systems Associates Limited 75,000 
Mortgage receivable, due May 9, 1987 - : 0 : 131,000 


206,000 


FIXED ASSETS, AT COST: 
143,990 
Buildings . 794,733 
Machinery and equipment 3 3,381,724 


4,320,447 
Less accumulated depreciation 1817496 1,466,625 


2,853,822 


OTHER ASSETS: 
Excess of purchase price of interests in subsidiary companies over fair value of underlying a : 
net tangible assets .......... aS la MDD arin EG oe elec en eo SG 2 174 1,628,750 
Debenture issue expense, at amortized cost - . 79,876 


1,708,626 
$7,999,041 


AUDITORS’ REPORT 
To the Shareholders of 


Magna Electronics Corporation Limited: 


We have examined the consolidated balance sheet of Magna Electronics Corporation Limited and its subsidiaries as at 
July 31, 1970 and the consolidated statements of profit and loss and earned surplus and source and application of funds for 
the year ended on that date. Our examination included a general review of the accounting procedures and such tests of 
accounting records and other supporting evidence as we considered necessary in the circumstances. 

In our opinion the accompanying consolidated financial statements present fairly the financial position of the 
companies as at July 31, 1970, the results of their operations and the source.and application of their funds for the year then 
ended in accordance with generally accepted accounting principles applied on a basis consistent with that of the preceding 
period. 

Toronto, Canada, CLARKSON, GORDON & CO. 
November 23, 1970. Chartered Accountants 


LIABILITIES 


1969 
CURRENT LIABILITIES: ey : 
DLS AEIC CU aires Ft aot) one ie tO ab Rai crea Nok NER wae nd tee Ee $ 50,000 
Pr EEOUN Gs aVeUIG-AMNCKACCHUIC CMATBESM ek steven! cialis veined Sin wlaaialsiae Sou 6b sneacheiele s Sacte wal’ - 1,082,565 $1,191,629 
Pen REA RIV AY LOOM RR Nope ocr e3 mtn tat ag highs obo! Wise the ah ae fa Rl 4768S lpi ¥ Fed Kin ae a tree ose a 207,130 © 374,300 
PCnptetin OEbE Ciuc Wil ONG VEIN. aus ss dsj gio os STR oot ce als Pelee Kee ame a ans 126,047 210,205 
Excess of progress billings over costs of uncompleted contracts 
SRS ed Cas C UR ORICA NS AN MLUE LTS RSE tan tern pall Bare tac upc opietenee illo) wed ack vai A Ue eM ce LONG 1,776,134 
POAC EDD ap IN CONV Ee VANES! es eaten tee atiay Cotte et eice ia aie, o. ah! alW sn eiells fab a lullena aS us leiea Far eruas ete saneeverebaleeioests 291,400 
LONG TERM DEBT (Note 1): 
6%2% convertible sinking fund debentures due December 1, 1987 .........-.eeeeeeeeee | 2,000,000 
Capital assistance grants .............. Se eins Phe Sanco 0 ye agin tee SN tka | 240,524 
Mortgages payable (secured by land and buildings of subsidiary companies) ............. 176,589 
Notes payable (secured by certain machinery and equipment) ................ eee ee eee 87,105 
7% Industrial Development Bank loan due August 23, 1972 .......... cece ee eee eee eee 43,000 
ay 2,547,218 
Less amounts due within one year included with current liabilities ................. 126,047 210,205 
2,234,945 2,337,013 
MINORITY INTEREST IN SUBSIDIARY COMPANIES .....--00ccccccececeeeeeeeeeeeeeen eee: 243,395 = 161,219 
SHAREHOLDERS’ EQUITY (Notes 2 and 3): 
Capital— — 
Authorized: 
9,230 61/2 % cumulative sinking fund preference shares with 
a par value of $100 each, redeemable at $105 
1,000,000 common shares without par value 
Issued: 
POSE Te ECNIG ER BALES aces ben otra ia pase aes sha wi Ab so dbe @uilats am «,«'os Doe ole 192,400 
SUF MMNOUCOMTIMON. SIMOTES Hae’ sicis «arent vo s.aca a takowmialre He Sane ate ee MLee ea ed Sitar sas 1,992,505 
SSOTRUEO RICH GUUPERIUIS (INOTEaD | Heel at roa ark Sanur a Wenge sis « vit Shei ewe ela Wma G Hie nue" ace WN 7,346 
BRDE CAP ERT A tee SOR eat eas dint onl aos "svi, hatin 3 Sea tos sca ye awe ek ahepadee alia nas ve er wlan ain hea os 1,241,024 
526,695 3,433,275 
$7,869,706 $7,999,041 


On behalf of the Board: 


BURTON PABST 


Director 


A. H. ZIMMERMAN 


Director 
(See attached Notes) 


MAGNA ELECTRONICS CORPORATION LIMITED 


and its subsidiary companies 


NOTES to the CONSOLIDATED FINANCIAL STATEMENTS 


JOLY 37,1970 


1. LONG TERM DEBT 


(a) The 612% subordinated, sinking fund debentures, 
maturing $75,000 annually with the balance due in 
1987, are convertible into common shares at the 
holders’ option on or before December 1, 1977, at 
the rate of 57.0565 common shares for each $1,000 
debenture. 


After acquiring Unimade Industries Limited as re- 
ferred to in note 4, the conversion rate will change 
to 60.1779 common shares for each $1,000 debenture. 


(b) In prior years, the company received capital assist- 


ance grants from the Government of Canada which 
require repayment of one half of the grants without 
interest, in equal amounts over five years. Accord- 
ingly, 50% of the grants received have been recorded 
as aliability and 50% have been applied to reduce the 
carrying cost of machinery and equipment acquired 
out of the grant funds. Legal title to this machinery 
and equipment is vested in the Government until the 
liability to repay the grant is discharged. 


2. PREFERENCE SHARES 


(a) During the period the company redeemed 194 pref- 
erence shares at a price of $18,624. The discount of 
$776 realized on redemption has been included with 
contributed surplus. 


(b) Under the conditions attaching to the preference 
shares the company is required to establish a sinking 
fund on or before January 1 of each year for the 
redemption of preference shares of an amount equal 
to the greater of — 


(i) 3% of the consolidated net profit for the preced- 
ing fiscal period after deducting dividends on 
preference shares, or, 


(ii) 2% of the par value of the issued and outstand- 
ing preference shares at the end of the preced- 
ing fiscal period. 


3. COMMON SHARES 


(a) During the period the company issued 24,000 com- 
mon shares as follows: 


(i) The acquisition of a 49% interest in the out- 
standing common shares of Digital Systems 
Associates Limited for 10,000 common shares of 
the company; 


(ii) The acquisition of the minority interest in a sub- 
sidiary company for $50,000 in cash and 14,000 
common shares of the company; 


(b) At July 31, 1970 a total of 192,163 authorized and un- 
issued common shares are reserved for the following: 


(i) The conversion of 6%2% sinking fund deben- 
tures into 104,128 common shares. 


(ii) Stock options granted subsequent to the year- 
end to an employee in respect of 1,500 common 
shares at $7.43 per share exercisable at the rate 
of 300 shares per annum. 


(iii) The issue of 18,500 common shares which are 
reserved for further options to employees. 


(iv) The issue of 68,035 common shares as part of 
the maximum consideration for the acquisition 
of Unimade Industries Limited as referred to in 
note 4. 


4. SUBSEQUENT EVENT 


On September 25, 1970, the company acquired all of 
the outstanding common shares of Unimade Industries 
Limited for $120,000 cash plus the issuance of 42,000 
common shares for $235,200 or a total consideration of 
$355,200. The number of common shares to be issued 
is subject to increase at the rate of one common share 
for each $8.50 by which the aggregate pre-tax profit 
of Unimade for the three year period ending on July 31, 
1973 is more than $250,000 to a maximum of 26,035 
additional common shares. 


5. REMUNERATION OF DIRECTORS 
AND SENIOR OFFICERS 


During the year remuneration paid to directors and 
senior officers of the company totalled $180,000. 


CONSOLIDATED STATEMENT of PROFIT and LOSS and EARNED SURPLUS 
YEAR ENDED JULY 31, 1970- 


(with comparative figures for the eleven months ended July 31, 1969) 


Eleven months 


Year ended ended 
July 31,1970 July 31,1969 
ee ee eM aN SI Mt Nate eis ore Vana wie <inioRG ths, me'n Sardis 48 me ho ogee ce. Oe « Saale wn als a emo $9,935,000 $6,845,000 
Profit (including investment income of $10,526 in 1970 and $54,038 in 1969) 
before the'following< 2's. va peut ee oe eee $1, 461 02 $1,155,795 
DEDUCT: | 
ee RO Rr Sel etre hah icin alone: cits @eainiel va WA StL plain ig Men Se ey weenie ante ee Dae ae 418,090 327,682 
Interest on long term debt (including amortization of debenture issue expense) .......... - 154,307 131,315 
Gain-on seurement-of sinking fund debentures . 2.62.4 2.05 ca sie eee es ep wees nae’ (23,545) 
548,852 458,997 
Profit before income taxes, minority interest and extraordinary items ..............eeeeeeeee 912, 751 696,798 
BIA OME DNES Ine orenr re Peaster cs hen aPeye Ne Yeu ce Oct’ Chateb et Rises 7aifee rane te Sod. o bin wie Aeyereliave aoe Musto te el Sumter mir aieee An ,000 357,949 
Profit before minority interest and extraordinary items ............ cee eee eee cece eee eeee 439, 751 338,849 
PYAR) ONEL VAMC LS Une toca iicEs te Riots Lararelay hccoveyahs abe sate dSliaC cas roe Sicls wiehiccs al b MEd Sisbaheiefe ames etAeine Csel abreeet he 110,792 81,496 
Profit from. operations before extraordinary items .... 0.50... - ce See geben tee cen e nl eperswens 328,959. 257,353 
EXTRAORDINARY ITEMS: 
Provision for loss on investment in and advances to Digital Systems Associates Limited — 
Investment (including the issue of 10,000 treasury shares of the company, valued at$15. 
per share, the purchase for cash of $23,100 preference shares and miscellaneous — 
ONE TISCS ME een aT Rome LARP Mien T, rap acces y erticstie Nae esnheiay ona ara Silesor ddl, ag are eG ayutene st atone Ge ING 205,000 
te AGES TOL WORKING *CAPUCAb e i acecrs wcaraie ese aig eeit ls bie mole viare » idelwe tee ab yb erates 145,000 
350,000 
Government research and development grant approved during the period .............. (83,380) 
296,620 
SOC mmr R IOC GA ei cleh ately alno a pal wk ac ae oid weiss Selolelals Geant a OPien wie sherwe ee ob ee 32,339 “257,353 - 
Baek ors ee IMI UNG OL POLO 4, 25 fk = wi aisva dee plate nisi la aie S ghMiniels, Siviaarel'eie elk tag voit sn 2 po 1,241,024 1}025,753 
4,273,363. 1,283,106 
DEDUCT: 
Dividends — 
BECK OHGIMGe ESI ANOS cri y.s aire ie case unionea A seecac ics Sociee oak evs us ened ve yeti ol cavletarey edie ke pusaniatenere sare ‘os 11,789 9,982 
CS OUMMAG AE SIN ATES su doy sim sae nnetches aise, cos RAN aera RUA ole ai@l oat Gurls we long eneays eon cin ee 49,505 32,100 
61,294 42,082 
Bag MR CALI TE aT TO TERT Sonera aace anise espa eS Win EUs pope HA waiaue nm cel ale a Sis aLaT eve teMalg Le o> $1,212,069 $1,241,024 
EARNINGS PER SHARE:* 
Mes. Dror WeIOre OXrAOHCItAly LEMS co's «ace ni sud eid ce iee les we Bawls weve Ae eae edi on 63.9¢ = 56.7¢ # 
Ria retina ae STIL Genre fo Men ese oe eS hee bakin ad epi d Pa Deayh Naw aa Bw 8 41¢~ 56.7¢ 


*The conversion of the 642% sinking fund debentures, the exercise of the stock options and the acquisition of Unimade Industries Limited referred 


to in note 3(b) would not result in any material dilution of earnings per share. 


(See attached Notes) 


MAGNA ELECTRONICS CORPORATION LIMITED 


and its subsidiary companies 


CONSOLIDATED STATEMENT of SOURCE and APPLICATION of FUNDS 
YEAR ENDED JULY 31, 1970 


(with comparative figures for the eleven months ended July 31, 1969) 


. Eleven months 
Year ended ended 
July 31,1970 July 31,1969 


SOURCE OF FUNDS: 
Net. profitttomthe’ period yceie.s k oee ne die ocictenih pa thes © bee Ooh oe Luna ee areu Ree ae @ §=6$. 257,353 
Non-cash charges (credits) deducted or (added) in arriving at net profit for the period — 


DePREClAtPOIN ro Ass eee Sk ra pea ein Mae R Died mule ache orien a SCA fete eet ae ort ae 327,682 
DeferredsinGonme: taxes SA sarnes, te aiees ee ete es ey acon cteeege erate asians errata eens p Baa ete Rene (44,950) 
Amortization of debenture issue expenses. 2.)5)5 fac'e vals smiacolea-sio c ie ah ola ae Seimia so ete 3,993 
Provision for loss on investment in and advances to Digital Systems Associates Limited 
Furnids- derived from Operations << ss). «.ccim cere, a8 ore astiets Met eee aha she ota artes Peete et ea 544,078 © 
Minority:interest iin subsidiary companies: (Metis. sein ervicctcsm trahe ppsen ean stole ie ake 54,857 
Sinking fund for redemption of preference shares): 2.2... sas ane oe ere ete ee 13,051 
Proceedsifromeissuevotcommon: shares 1OMmGCaShyore es ercitcia a cies oi ieieietee aie ees ane 315,000 
Capital assistance ‘loans 5? Serica aon bia eens atom eb tieme rc Se eectiones Seana Onan ace eae epee 
‘Mortgage payments ‘received ©5 0) 25/2/2sr. date ale’ oo os msec tere Wels haw Semen eaNe alee el gaara 1,500 
928,486 
APPLICATION OF FUNDS: 
Cost of acquisition of interests in subsidiary and other companies .............00eee00 2,170,427 
tess valuevor Common) sharesstssued, therelOr mele mmr amtelemieeieie ceete reread acres ee ales (1,300,000) 
870,427 
Advance to Digital Systems Associated Limited .............00eeeeeeeeeeeee Se ea 75,000 
Additions:tol fixed: assets: (nets otamcnreitacese murs erent ore cal toe acres es ate) tT ea Re 478,958 
Decrease in long term debt — non-current portion ........... cece cece cece ee eeeeeecee 191,418 
Divihemds: (aba. csc o fect a ieeteties casche al a ee euatene op ol Soa to tale are ead RS ere PRA eR eee Sree 42,082 
Redemptionof preference shares -c2 5 wera cia ne wes ae ers ao eee eo eee eee tan Ser ote oar eae 21,462 
1,679,347 
DECREASERIIN WORKING GAPANALtrerers ier taromrcter teas one tocar each doshelerstracns ie terse rae Sener orcas : (750,861) 
WORKING*CAPIFAIZ BEGINNING LOR? PERL @ ID earners parece vekareueeey oi teteweea kt reaeacact oe oe te eee eee 2,022,560 
WORKING CAPITAL OF SUBSIDIARIES AT DATES OF ACQUISITION. 2.0.2.0... 00000000006 182,760 
WORKING GAPIT AL END @ FiPERI@ Dine cinun ctaarstieamus: coe enehcra! wre:fcl tices fare ete a ieUa (ae es ren ee ae : > $1,454,459 


(See attached Notes) 


DIVISIONS 


MAGNA ELECTRONICS CORPORATION LIMITED 


Magna Electronics, 
1480 Birchmount Road, Scarborough, Ontario 


Verral Metal Fabricators, 
22 Howden Road, Scarborough, Ontario 


Progressive Anodizers, 
41 Crockford Boulevard, Scarborough, Ontario 


Magna-Cote, 
45 Crockford Boulevard, Scarborough, Ontario 


SUBSIDIARIES 


Motor Specialty Mfrs. (Ontario) Limited, 
1783 Mattawa Road, Cooksville, Ontario 


Multimatic Investments Limited, 
153 Edystone Avenue, Downsview, Ontari 


Unimade Industries Limited, 
Bowes Road, Concord, Ontario 


